General Business Conditions 


HE passage of the Lease-Lend Act, 

and the subsequent $7,000,000,000 ap- 

propriation to carry it into effect, add 

another vast sum to the billions al- 

ready authorized for defense. Like- 
wise, they establish a policy of aid to Great 
Britain and her allies which it is safe to say 
will be supported by additional appropriations 
if required, and continued until the war ends. 
In effect this country has undertaken to sup- 
ply British needs to the extent of our ability 
to produce and of available shipping facilities, 
—all in addition to providing for our own 
armament. How much farther and how rapidly 
this undertaking will expand the defense pro- 
gram is unforeseeable. The part of the $7,000,- 
000,000 that can be spent in the near future is 
small, but there is great need to rush produc- 
tion and shipments and we have pledged our 
industrial and financial resources for that 
purpose. 

Many people have sincerely doubted that we 
should take sides in the war to this extent. 
However, the policy has had full consideration 
and debate, and there is no question as to the 
overwhelming desire of most Americans to 
give the British aid. The devotion of the 
American people to the principle of democracy, 
their sympathy for the British cause, and the 
view that the interests of the United States 
would be imperiled by British defeat, have gov- 
erned the decision. Now previous doubts and 
differences should be subordinated and the Gov- 
ernment supported with all the means that the 
people possess. The aid to Britain is part of the 
defense program; the defense program is the 
chief business of the country ; and the supreme 
task is to carry it on effectively. All the 
energies which can be devoted to it should be 
so directed. 


Growth of the Defense Program 


The defense program got under way ten 
months ago, and has grown steadily in magni- 
tude ever since. It started off last Summer as 
a $10,000,000,000 program. It has since ex- 
panded to approach $40,000,000,000, including 
all appropriations, recommendations expected 





Economic Conditions | 


Governmental Finance “2 
United States Securities 


| | 


New York, April, 1941 


to be acted on, advances for construction, 
etc., by the Reconstruction Finance Corpora- 
tion and other government agencies, and the 
aid to Britain. It has not only been quadrupled 
in size and extended in time, but the pressure 
to step up the rate of expenditure has been 
intensified. It now calls for an effort which in 
terms of dollars and of production must exceed 
even that of the last war, when the United 
States was a participant. 

As the program has grown the problems in- 
volved in making it effective and financing it 
soundly have grown in proportion, and its im- 
pact upon business has increased in like degree. 
Ideas as to the effects upon business and 
upon the Treasury position which were rea- 
sonable six months ago, and policies which 
were appropriate to deal with a ten or twenty 
billion dollar program, are manifestly behind 
the facts of today. Possibly the ideas of today 
in turn may prove to be out of accord with 
the situation six months hence. It is axiomatic 
that the greater the defense effort the greater 
the disturbance of normal business and daily 
life is likely to be; also the higher the cost, the 
greater the inflationary danger, and the greater 
the sacrifice necessary to bear the cost without 
recourse to inflationary practices. 

Few have yet been called upon to make sacri- 
fices for defense, except the men selected for 
army service and those who are paying higher 
taxes this year without equivalent increases in 
income. These sacrifices are made willingly. 
As time goes on further obligations will fall 
upon individuals. It can hardly be doubted that 
they will be accepted with equal willingness, 
if the necessity is made plain and understood. 
Most elements of the population, including fac- 
tory workers and farmers, so far have benefitted 
from the defense effort. They are having in- 
creases in income exceeding the advance of 
living costs, and enjoy a greater purchasing 
power, put into their hands to a considerable 
extent by government expenditures. 

However, the workers who are making war- 
planes and guns do not buy them, but spend 
their wages for necessities and comforts, and 
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their work is not adding to the supply of the 
kind of goods they buy. As the program grows 
munitions will represent a greater share of the 
product of industry, and the share available 
for individuals will be reduced. If the increased 
purchasing power resulting from armament 
production is then left in the hands of indi- 
viduals they will be trying to buy more con- 
sumers’ goods than there are in the markets. 


The Key to the Problem 

The problem is stated concisely by Mr. 
Bernard M. Baruch in the Spring 1941 number 
of the Harvard Business Review. He says: 

If production is at an annual rate of 85 billion dollars, 
10 billion dollars of this may represent munitions. The 
public, therefore, is left only 75 billion dollars of con- 
sumer goods to buy with its 85 billions of purchasins 
power. The result is inevitably rising prices unless 
some restraints are exercised. 

The converse of this statement is that if the 
assumed 10 billion dollar excess is diverted to 
the Government not only will the inflationary 
influences be restrained, but it will meet the 
defense costs. If consumers abstain from buy- 
ing goods,—in other words, if they save, — 
their savings can be borrowed by the Govern- 
ment; or taxes can be levied to force them to 
abstain from buying. 

The aim of both Government and business 
is, of course, to minimize the necessary indi- 
vidual sacrifices by producing not only the 
armaments, but sufficient peace-time goods to 
maintain (and in many cases to raise) the 
standard of living; in other words, to have both 
guns and butter as far as possible. Under this 
program those who are enjoying larger incomes 
would contribute equitably to the cost of the 
armaments. Taxes, although heavier, would 
not be more burdensome in the aggregate be- 
cause they would be met out of increased earn- 
ings. Savings in the aggregate would not 
represent abnormal self-denial. The question 
is how far this relatively painless operation 
may be carried, and where real sacrifices begin. 


Effects of Program Spreading 

What must be taken increasingly into ac- 
count is that the expansion of the program adds 
greatly to the difficulty of carrying on both 
defense and non-defense production, even with 
coordination by the Government. Although de- 
fense production is far short of what it must 
reach, disturbances of normal business which 
it was hoped might be avoided are taking place. 
Defense plant construction is being expanded 
beyond original intentions, which requires an 
upward revision of estimates of the future de- 
mand for labor and materials. Government 
controls are spreading. Mandatory priorities 
have appeared, not only to give defense orders 
preference, but also as a result of scarcity of 
some materials vital in armament work. In- 
dustry is ingenious in finding substitutes for 
materials that are scarce, but substitution in- 
creases demand for other materials. Labor 
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disturbances have widened, and interfere with 
production at key points. 

The rise of commodity prices lately has 
been greater than was generally foreseen. The 
daily index of the Bureau of Labor Statistics, 
covering twenty-eight staple commodities, has 
advanced 12% per cent since January 1; it has 
exceeded the peak reached in the speculative 
boom after the outbreak of war in 1939, and 
on March 27 it stood 34 per cent above the 
pre-war level. Other commodity indexes, cov- 
ering general wholesale prices and including a 
much greater number of manufactured ma- 
terials, have advanced much less, but the trend 
is upward, 

None of these developments, nor all of them 
together, signifies that the situation is out of 
hand, or proves that the aim to minimize price 
disturbance and, for the most part, to add the 
defense output to non-defense activity is im- 
practicable. There is reassurance in the fact 
that the advance in the cost of living has been 
slight, and that commodity prices are not high, 
being substantially lower than in 1937, when 
demand was much smaller; also that the rise 
in staple commodities is in part due to forward 
buying and inventory accumulation. Almost 
all lines of business have gone from a hand-to- 
mouth policy to one of buying ahead and build- 
ing up stocks. More industrial materials are 
locked up in inventory than even in 1937 and 
probably will remain locked up for the duration 
of the war; but at some point the accumulation 
will end, and all the current production will 
again become available for consumption. In 
conjunction with increased output, this prom- 
ises an offset to increased requirements. Like- 
wise, there have been speculative elements in 
the rise, in some cases based upon misappre- 
hensions as to the potential supply. 

These are factors which can be counted on 
to brake the price advance. Referring to the 
labor supply, Mr. Knudsen has said that the 
defense program will put 3,000,000 more men 
to work, and the evidence is that they can be 
found, together with the other labor that will 
be wanted, although the training presents 
great problems. 

Despite the accumulated stocks, the produc- 
tive resources of this country and the reserve 
supply of labor, however, the developments 
of the past two months give notice of the infla- 
tionary danger. The rush to buy has not abated 
during March, but the contrary. The shipping 
situation has tightened and ocean freight rates 
have risen further. The rise of wage rates is 
more pronounced, with increases general 
through the textile and apparel trades, fairly 
widespread in other industries, and under nego- 
tiation in coal and steel. 


Essentials for Averting Inflation 
The persistence of these trends makes even 
more imperative a general understanding of 














the problem, and wisdom, resolution and whole- 
hearted cooperation in dealing with it. Plainly 
the first essential is to keep production going 
forward, and to get the unemployed in training 
and at work. Another is to keep costs down. 
A third is to keep the markets orderly, to 
refrain from hoarding, and to avoid contribut- 
ing to inflationary tendencies either through 
over-buying or in setting prices. The necessity 
of government controls is accepted, for the 
Government has a duty not merely to facilitate 
the carrying out of the program in areas where 
overhead co-ordination is desirable, but to see 
that where a conflict rises in needs for materials 
or labor the defense requirements have priority. 
If priorities diminish the supply of goods below 
consumers’ wants, recourse to more severe fiscal 
measures as well as direct price controls will 
be imperative, for the money which might be 
used for the purchase of these goods unques- 
tionably should be saved and absorbed by taxes 
or borrowing, instead of being employed to bid 
up prices in a futile effort to obtain more 
production. 

Individuals can contribute toward maintain- 
ing stability, chiefly by deferring satisfaction 
of some of the wants they are now able to 
gratify, by saving, and by refraining from going 
into debt. The demands on the markets promise 
to be heavy enough without adding to them 
demands augmented by abnormal borrowing. 
Most of the booms of the past have been over- 
done because of debt-making, and the depres- 
sions intensified by debt-paying; and during 
this period the rise of the government debt 
alone, to say nothing of private debt necessary 
for the defense program, will involve grave 
dangers. The carrying out of the defense pro- 
gram will be facilitated both financially and 
industrially, and the situation afterward will 
be stronger, if the temptation to expand indi- 
vidual debt-making is resisted. 


Higher Loans on Farm Products Proposed 

Finally, all groups of the people should 
recognize that a time when defense makes such 
demands on the country’s resources is no time 
to press other demands upon the Treasury. 
During the past month the Senate Committee 
on Agriculture has reported favorably the 
Bankhead bill to require loans to growers of 
wheat, cotton, tobacco and rice at 100 per cent 
of the “parity price,” calculated according to 
the formula set forth in the Agricultural Ad- 
justment Act, and on corn at 85 per cent of 
parity. Based on current parities, this bill would 
require loans of 15.9¢ per pound on cotton, 
$1.13 per bushel on wheat, and 69.9¢ per bushel 
on corn, as compared with the loans offered 
on the last crops of 9.30¢, 64¢ and 61¢ (average 
rates on the farms), respectively. President 
Roosevelt is understood to have expressed 
unqualified opposition to 100 per cent parity 
loans, and public opinion should support him. 
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The gravest consequences would not be in 
the government borrowing required to find 
the funds, although that would add to the 
Treasury’s problem, but in the effects of the 
loans on price relations. Manifestly they would 
raise the cost of living, advance the general 
price level, and contribute toward the dreaded 
inflationary spiral. 

Even if the Bankhead bill should fail, the 
House Agricultural Committee is supporting a 
proposal for mandatory loans at 75 per cent of 
parity, which in the case of cotton and wheat 
is substantially above present rates. At the 
same time, the Senate Committee on Appro- 
priations has endorsed Senator Russell’s pro- 
posal to increase “parity payments” to farmers 
from $212,000,000, last year’s figure which was 
adopted by the House, to $450,000,000. The 
drain on the Treasury speaks for itself. 

All the high loan proposals contemplate 
further cuts in acreage allotments, particularly 
cotton and wheat, to stave off the increased 
plantings which the higher loans otherwise 
would encourage. It is true that cotton and 
wheat are in surplus supply, more than other 
farm products; but if a shift is desirable should 
farmers be encouraged to continue in cotton 
and wheat growing on the one hand, and then 
paid more to grow less, on the other? Surely 
that is the effect of these proposals. Moreover, 
no war was ever lost by having too much 
farm production. The abundant supplies pro- 
vide a cushion against unforeseen demands, 
possible crop failures, or future diversion of 
farm labor to the industries. In all these ways 
they are an invaluable protection against infla- 
tionary forces. With all respect, it may be 
urged upon Congress that there could not pos- 
sibly be a less appropriate time to advocate 
fresh restrictions on crops. What is wanted is 
more and harder work, by farmers and farm 
labor as well as those engaged in factory pro- 
duction. 

A loan of 70 cents on corn would gravely 
disturb the livestock industries. Even the 61¢ 
corn loan is an obstacle to obtaining the increase 
in pork production which is desirable, and 
which may become more urgently needed as 
the war goes on. In some sections of the Corn 
Belt, particularly those most distant from the 
packing centers, it is more attractive for grow- 
ers to accept the loan price and store their corn 
than to feed it and engage in the breeding 
operations which would increase future pork 
production. 


Arguments of the Farm Organizations 

The Bankhead and Russell proposals are 
backed by farm organizations. They argue that 
the general income level and purchasing power 
of the country are being lifted by the defense 
program; that people have been buying farm 
products at distressed prices long enough; and 
that farmers should have a fair share of the 
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new prosperity. But no major group can fail to 
share the benefits of business improvement, for 
all of the occupations support each other. On 
the evidence farmers as a whole cannot make 
a showing of having been affected unfavorably 
by the war, allowing for the help already 
received from the Government. Exports of 
farm products dropped during the Winter to 
the lowest figures since the ’/0s; but all this 
loss, in the aggregate, has been made up in the 
domestic markets. The rise in industrial pur- 
chasing power attributable to the defense pro- 
gram raises the consumption of many farm 
staples and enables industrial buyers to pay 
better prices. 

Farmers’ cash income in 1940 was $9,120,000,- 
000, according to the Department of Agricul- 
ture, an increase of 5.2 per cent over the 
$8,668,000,000 received in 1939, although gov- 
ernment payments were $41,000,000 less than 
in 1939. This income was practically equal 
to that of 1937 and except for that year was 
the largest since 1929. Secretary Wickard 
has predicted that farm income this year will 
be half a billion dollars larger than in 1940. 
Prices received by farmers on March 15 were 
103, according to the Department’s index 
(1909-14 = 100) compared with 88 on August 
15, 1939, and the ratio of prices received to 
prices paid, again in terms of the 1909-14 rela- 
tionship, was 84 compared with 74 before the 
outbreak of the war. The annual report of the 
Agriculture Adjustment Administrator, just 
issued, states that the farmers’ real buying 
power has recovered to the 1929 level. 

Moreover, farm aid at the expense of the 
Treasury is provided in the Lease-Lend Act. 
This includes some $450,000,000 for the pur- 
chase of farm products for Great Britain, which 
is expected to double the recent rate of farm 
exports. Britain requires lard and other pork 
products, other fats, canned and dried foods, 
cheese, and possibly some tobacco and cotton. 
To this may be added purchases of sugar in 
the West Indies, which influences the sugar 
market in this country and helps domestic 
sugar producers. A second way in which the 
farm situation is now being helped is by the 
attraction of labor from the farms to the in- 
dustries. This can go considerably further 
without reducing farm production, and there- 
fore leaves the farm income to be divided 
among fewer people. 


Demands for Wage Increases 

It must be considered that if one group in- 
terprets the increase in the national income as 
something conferred by the Treasury, and 
feels entitled to demand a larger share of the 
grant, other groups may do the same. The 
widespread demand for wage increases is like- 
wise an effort to obtain a larger share of the 
income, on the ground that otherwise capital 
will have an excessive share. In all these 


moves, however, the real issue is not as to the 
relative position of farmers against the indus- 
tries or of labor against capital, but what is 
the interest of all. The underlying problem is 
to avoid inflation, and the most important 
principle is that the rise in national income, 
insofar as it reflects Treasury expenditures, 
should in the aggregate be routed back into 
the Treasury through taxes and saving. The 
increased earnings of capital are being drawn 
upon far more effectively for this purpose, 
through corporation taxes and individual sur- 
taxes, than are the increased earnings of labor 
or agriculture. 

Factory workers cannot claim that the bene- 
fits of the defense program have passed them 
by. Compilations by the National Industrial 
Conference Board show that since the begin- 
ning of the war the average hourly wage rate 
in twenty-five manufacturing industries has 
increased 5.4 per cent and the weekly wage 
12.2 per cent. The rise in the cost of living 
meanwhile has been only 1.9 per cent, and the 
purchasing power of the weekly wage is there- 
fore 10.1 per cent higher. This is the gain of 
workers who were previously employed, and 
the increase in employment is additional. Em- 
ployment has risen by 18 per cent and payrolls 
by 39 per cent, according to the Bureau of 
Labor Statistics. Comparing the present situa- 
tion with 1929, hourly rates are up 29 per cent, 
hours per week are 17 per cent lower, weekly 
wages are 7 per cent higher, cost of living is 
14 per cent lower, and purchasing power of 
the weekly wage is up 25 per cent. 

In asking wage increases for bituminous coal 
miners, Mr. John L. Lewis cited rising living 
costs throughout the world, and said that any- 
body who buys a Sunday roast knows what is 
happening. According to the latest data of the 
Bureau of Labor Statistics, as of the middle 
of February, retail meat prices in fact were 
14 per cent higher than a year ago; but a 
number of other foods were lower, and the 
aggregate retail food index was up only 1.3 
per cent. 

Labor is rightfully fearful of rising living 
costs, and should be equally fearful of con- 
tributing to them. It is not sufficient to say 
that certain employers can absorb the rise in 
costs, for profit margins vary, and wage in- 
creases spread to companies which cannot 
absorb them. The record of experience indi- 
cates that widespread wage advances are bound 
to affect prices. 


The Fiscal Situation and Outlook 


The passage of the Lend-Lease Act and 
growth of the expenditure program, referred 
to in the discussion of general business, has 
made necessary a reappraisal of the fiscal situa- 
tion and outlook. 

In the January budget message, the Presi- 
dent estimated defense expenditures (exclud- 
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ing British aid) for the fiscal year 1941 at 
$6.5 billions, and total expenditures at $13.2 
billions, with corresponding figures for 1942 
at $10.8 billions and $17.5 billions. At the time 
many people felt these estimates to be high, due 
to inevitable difficulties in getting the defense 
program under way. The accompanying table 
and diagram give comparative figures for re- 
ceipts, expenditures and net deficit for the cur- 
rent fiscal year and a year ago, and the table 
shows also budget estimates for this full fiscal 
year. 
U. S. Government Receipts and Expenditures 
(In Millions of Dollars) 


Actual 

July 1- 

March 27 
1940 1941 Change 
$4,407 $5,316 + 909 
Defense expenditures 1,080 38,547 +2,467 
Other expenditures. 5,943 5,027 — 916 
Total expenditures 7,023 8,574 +1,551 13,202 
Net deficit 2,616 3,258 + 642 6,189 


Source: U. S. Daily Treasury Statement. Excludes expendi- 
tures for net appropriation to old-age insurance trust funds 
and corresponding social security tax receipts; also excludes ex- 
penditures for debt retirement through sinking fund. 


Estimate 
July 1- 
June 30 
1941 
$ 7,013 
6,464 


Total net receipts 
6,738 


As the diagram shows, defense expenditures 
have been increasing rapidly since Septem- 
ber, reaching in March a monthly total of 
over $700,000,000. Tragically large as this sum 
is, to be spending on implements of war, it 
nevertheless falls short of the rate of outgo 
which would bring outlays up to budget esti- 
mates by the close of the fiscal year in June. 
As indicated by the table, defense spending for 
the rest of the year will have to reach almost 
$3 billions, if the budget is to be equalled. 

For the fiscal year 1942 the picture is dif- 
ferent. By that time the defense program should 
be really hitting its stride. With defense ex- 
penditures in March already at an annual rate 
of approximately $8.5 billions and rising rapid- 
ly, the year’s total might readily exceed the 
budgeted $10.8 billions, without allowance for 
British aid. 

To what extent the $7 billion lend-lease and 
other appropriations will affect the budget is 
difficult to say, owing to uncertainty as to how 
much more rapidly production can be increased. 
The 1941 budget is unlikely to be much affected 
except as funds may be used for the purchase 


and shipment of agricultural or other com- 
modities out of existing stocks. In 1942 there 
is much more probability of an increase, al- 
though for a good many months to come deliv- 
eries under lend-lease are likely to reflect a 
diversion of production from home to foreign 
requirements rather than an increase of pro- 
duction to cover both. A substantial increase 
in expenditures in 1942 over the budget, how- 
ever, seems practically certain, considering the 
high rate of spending already attained and the 
growing realization throughout the country 
of the need for increasing output. 
Outlook for Taxes 

Revenue prospects have been improved by 
the favorable showing of the March income tax 
collections, which amounted to over $1.5 bil- 
lions, or considerably more than expected. 
This, coupled with the lag in expenditures, 
should cut the expected deficit of $6.2 billions 
by a substantial amount. For the fiscal year 
1942, a still further gain in revenues is indi- 
cated, but owing to the probability of a still 
greater increase in expenditures, the deficit 
now forecast at $9.2 billions, seems likely to be 
increased. 

Although revenues have been increasing be- 
cause of higher tax rates and increased business 
activity, the need for still greater revenues be- 
comes apparent to avoid inflationary effects of 
too much borrowing. These may be sought in 
two ways,—either by increasing production, 
employment and the national income out of 
which taxes are paid, or by raising tax rates. 
Already, however, federal tax rates have been 
raised twice in the past year, until as a result of 
these and earlier increases they are practically 
at the World War peak. With tax rates already 
so high, there is a serious question as to how 
much more the traffic will bear. Certainly we 
ought not to burden the system with additional 
taxes without at the same time striving ‘ 
every possible way to encourage the maximum 
effort of which each and every one is capable 
and thus raising the total amount of income 
subject to tax. 

The foregoing is not an argument for either 
of the above ways of increasing revenues to 
the exclusion of the other, for the indications 
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are that we shall have to do both. Reinforcing 
the argument for increased taxes are the grow- 
ing evidences of congestion in the markets, 
rising prices, etc., which raise the question 
whether the time is not rapidly approaching to 
consider taxes as a means of controlling pur- 
chasing power in the hands of the public, 
diminishing the competition of private with 
public spending, and so lessening the danger of 
inflation. To be effective for this purpose, how- 
ever, taxes must be levied over a broad base so 
as to reach the great mass of consumer incomes. 

When the President presented his budget in 
January, he recommended additional taxes, and 
Congress has been expected to start work on a 
new tax bill as soon as the March 15 returns 
could be studied for the yield of tax increases 
voted last year. Secretary Morgenthau has 
suggested as a desirable goal the financing of 
two-thirds of all expenditures by revenues and 
one-third by borrowing. This is a good deal 
higher goal than was set in the last war when 
the ratio sought was one-third revenues to two- 
thirds borrowing. On the basis of the 1942 
budget of $17.5 billions, the ratio named by the 
Secretary would mean revenues of about $12 
billions, an increase of more than $3 billions 
over the present estimates. Additional revenue 
may be counted on to result from the rising 
national income* growing out of defense ex- 
penditures, while there is talk of new taxes to 
yield a billion to a billion and a half. 

So far nothing authoritative has been given 
out as to the nature of additional taxes, al- 
though “high Treasury officials” have been 
quoted indirectly as favoring an increase of 
some existing taxes and as minimizing the 
possibility of any new levies such as sales or 
payroll taxes. It will be recalled that the Presi- 
dent in the budget message expressed opposi- 
tion to a “tax policy which restricts general 
consumption as long as unused capacity is 
available and as long as idle labor can be 
employed.” This position, however, might well 
be reconsidered in the light of the rapidly de- 
veloping defense program. 

In choosing between various tax alternatives, 
Congress will undoubtedly be guided by three 
main considerations, — to gain revenue, to dis- 
tribute the burden as equitably as possible, and 
at some point to control private spending. Cer- 
tainly — in the interest of all three considera- 
tions—a way ought to be found for broadening 
the tax base and thus spreading tax contribu- 
tion over a wider area. There is no reason, for 
example, why wage-earners getting increased 
wages, along with time-and-a-half and double 
pay for overtime, should not be taxed on these 





*In his 1940 annual report, the Secretary of the 
Treasury estimated that, at tax rates in effect last 
December, a $90 billion national income might yield, 
after a suitable time lag, around $11.2 billions in taxes 
and a $100 billion national income might yield around 
$13.4 billions. At present the national income is esti- 
mated to be at the rate of about $80 billions a year. 


















increased earnings, just as corporations are 
taxed on excess profits. While this can be done 
with indirect taxes, there is much to be said 
for a direct tax, like the income tax, which 
makes people keenly aware of what they are 
contributing to support government costs. 

Already, in the first revenue act of 1940, a 
beginning was made in making more people 
tax conscious by lowering the personal exemp- 
tions from $1,000 to $800 for unmarried persons 
and from $2,500 to $2,000 for married persons. 
If this policy were carried further, in ways that 
will increase tax consciousness, the effect might 
be helpful in promoting economy in govern- 
ment, now so sadly lacking, despite the gravity 
of the emergency. There are now too many 
voters who gain directly from government 
spending — and too few who suffer directly — 
though in the long run all will suffer from 
excessive spending. 


New Treasury Financing 

During the past month the Treasury has 
made real progress in its problem of getting 
defense financing on a basis to attract genuine 
savings. Response of the market to the new 
11-13 year taxable 2% per cent bonds was de- 
cidedly favorable, demonstrating that by rais- 
ing the coupon and extending the maturity 
the Treasury has offered an issue of definite 
appeal to a wide range of investors, including 
savings banks and insurance companies. At the 
same time, the announcement of the terms and 
conditions of new savings securities to be 
offered in a nation-wide campaign beginning 
May 1 gives promise of tapping additional areas 
of savings money whose fruitfulness as a source 
of funds has been demonstrated by the success 
of the baby bonds. 

The offering of new taxable 2%s consisted 
of both a cash and refinancing operation, de- 
signed to raise $500,000,000 of “new” money 
and to refund $504,000,000 of 13 per cent notes 
maturing June 15 next. Holders of maturing 
notes not wanting cash at the maturity date 
were given the option of converting into either 
the 2% per cent bonds or 2-year 3% of 1 per 
cent notes. 

Both the cash and exchange offerings were 
extremely well received, cash subscriptions to 
the bonds amounting to $6,145,000,000, indicat- 
ing allotments of about 8 per cent. Subse- 
quently, the bonds sold up to 102% to yield 
2% per cent. On the exchange offering, 95 
per cent of the maturing notes were turned 
in for conversion, of which all but $33,000,000 
was for bonds. This repeats the experience a 
month earlier, when holders of bonds and notes 
falling due March 15, having an option of con- 
verting into either 7-9 year 2 per cent bonds or 
the 2 year % of 1 per cent notes, chose over- 
whelmingly the bonds. In both instances, the 
market has shown its strong preference for the 
higher coupon, longer term issue. 
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In launching the new savings program, the 
Treasury is planning an extensive publicity 
campaign designed to acquaint all with the ad- 
vantages of the new bonds, but without repeat- 
ing some of the over-zealous selling methods 
of the Liberty loan drive. Bankers are eager 
to cooperate, and through their various asso- 
ciations have pledged their aid to the Treasury. 

The program itself is unquestionably sound 
ana should prove popular. The interest rates 
on the new bonds, ranging from 2% to nearly 
3 per cent, if held to maturity, may be com- 
pared with the rate on the new 11-13 year 2% 
per cent bonds just marketed so successfully, 
while the redemption feature affords protec- 
tion against market fluctuations. 

As Secretary Morgenthau said in announcing 
the terms of the new issues, the Government 
must do more than find billions of dollars: “It 
must find these dollars in a way that will best 
safeguard the nation against the evils of infla- 
tion and will give all American citizens a sense 
of taking a direct part in the defense of the 
country.” By stressing the appeal to investors 
who will pay for the bonds out of savings, the 
new plan lessens the dependence upon bank 
credit. At the same time it enables everyone, 
whether of large or small means, to participate 
in the financing and yet avoid the risk of loss 
sustained on Liberty bonds after the last war. 


Profits of Leading Corporations, 1939-1940 


With publication of several hundred addi- 
tional reports during the past month, annual 
statements for 1940 are now available for a 
great majority of the leading corporations in 
different lines of business. Income and expense 
accounts reflect the generally higher level of 
production and distribution compared with 
1939, and particularly the expansion in certain 
industries resulting from the war and national 
defense program. Outstanding features of the 
reports are: (1) the substantial increase in 
employment and payrolls; (2) the sharp rise 
in income and excess profits taxes; (3) the 
uneven changes among different lines in net 
profits after taxes; and (4) the recovery in rail- 
road traffic and earnings. 

A tabulation of reports of 2,590 leading cor- 
porations shows combined net profits, less 
deficits, of approximately $4,253,000,000 after 
taxes in 1940, compared with $3,565,000,000 for 
the same corporations in 1939—~a gain of 19 
per cent. Net worth of the group aggregated 
$57,336,000,000 at the beginning of 1940, upon 
which the net profits represented a return of 
7.4 per cent, compared with a return of 6.3 per 
cent upon a slightly smaller net worth in 1939. 
Following is a condensed summary of the 
changes by major divisions. 

These leading corporations together com- 
prise about 41 per cent of the net worth of all 
active corporations in the United States, num- 
bering around 471,000. Our more detailed 





summary beginning on the following page 
shows the results classified by some sixty major 
industrial groups. 


Summary of Net Profits of Leading Corporations 
in 1939 and 1940 
(in Millions of Dollars) 
Net Profits % Chg. % Return 
No. Division 1939 1940 =1939-40 1939 
1,495 Manufacturing $2,096 $2,628 8.3 
127 Mining & quar. 67* 76* +14 
238 Transportation — 115 219 +91 
187 Public utilities 597 630 + 5 
a 212 206 —3 
100 Service & constr. 49 56 +15 
Gee BOONE cstancmnes 429 438 +2 


2,590 Total 
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$4,253 +19 


$8,565 
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* Before certain charges. 


As pointed out heretofore, the promptly pub- 
lished reports of leading corporations are useful 
for indicating earnings trends, but their rate of 
earnings is always higher than the average for 
all corporations as revealed in the government 
“Statistics of Income”. Last month a series of 
press releases issued by the Treasury Depart- 
ment gave the official statistics for 1938, the 
latest available, which showed that 64 per cent 
of all active corporations operated at a deficit, 
and handled 33 per cent of the total volume 
of business. Even in the relatively good year 
1937, the corporations reporting deficits made 
up 60 per cent of the total number and handled 
23 per cent of the total volume. 


Manufacturing and Mining 

Our tabulation of the 1,495 leading companies 
in the manufacturing groups shows uneven re- 
sults similar to those given in our tabulation 
a month ago of 925 companies reporting up to 
that time. The sharpest gains in net profits 
took place in capital goods and other industries 
stimulated by the war and the national defense 
program. In many of the consumers’ goods 
industries, however, which had only a moderate 
increase in sales, the rise in operating costs 
and taxes limited the gains in net profits, and 
in many cases caused decreases as compared 
with the preceding year. 

A group of coal mining companies showed a 
combined net profit in 1940, against a net deficit 
in 1939, due to the increased demand for coal 
and to somewhat higher average selling prices. 
Earnings of metal companies were affected by 
higher mining costs and taxes. 


The Rise of Taxes 

The uneven incidence of the increased federal 
income and excess profits taxes upon different 
companies last year may be seen from the fol- 
lowing summary of 165 large manufacturing 
and trade corporations which had $1,000,000 
and upwards of such taxes payable. These 
companies had net income of $2,763,000,000 
before taxes, an increase of $883,000,000 as com- 
pared with 1939. Their liability for income and 
excess profits taxes last year was calculated at 
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PROFITS OF LEADING CORPORATIONS FOR THE YEARS 1939 AND 1940 


Net Profits Are as Reported, After Depreciation, interest, Taxes, and Other Charges 
and Reserves, but Before Dividends.—Net Worth Includes Book Value of Outstand- 
ing Preferred and Common Stock and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 
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Net Profits Per Net Worth Per Cent 
Years Cent January 1 Return 
No. Industrial Groups 1939 1940 Changet 193 939 1 

22 Baking 26,912 $ 23,424 —13.0 $313,958 $309,221 8.6 7.6 
15 Dairy products 28,513 26,401 — 7.4 289,173 290,009 9.9 9.1 
19 Meat packing ......... 28,089 31,567 +12.4 553,371 567,247 5.1 5.6 
25 Sugar 10,396 10,280 —11 211,726 216,406 4.9 4.8 
70 Misc. food products ........00+8 94,648 96,417 + 19 875,489 884,981 10.8 10.9 
151 Total food products .............0 188,558 188,089 — 0.2 2,243,717 2,267,864 8.4 8.3 
20 Soft drinks 38,853 40,969 + 5.4 110,770 120,738 35.1 33.9 
31 Brewing 15,748 13,191 —16.2 87,984 96,035 17.9 13.7 
12 Distilling .... 12,247 12,791 + 4.4 112,127 116,240 10.9 11.0 
63 Total beverages ...........csccesees 66,848 66,951 + 0.2 310,881 333,013 21.5 20.1 
24 Tobacco products ... 96,436 101,910 + 5.7 734,206 743,028 13.1 13.7 
50 Cotton goods ....... 8,616 15,283 +77.4 278,539 283,084 3.1 5.4 
15 Silk and rayon 14,634 15,186 + 3.8 121,045 131,945 12.1 11.5 
9 Woolen goods . 4,830 5,569 +15.3 98,505 98,025 4.9 5.7 
23 Knitted goods ............ 5,322 3,551 —33.3 66,700 68,283 8.0 5.2 
36 Misc. textile product: ne 23,726 27,918 +17.7 229,847 240,275 10.3 11.6 
133 Total textile products ............ 57,128 67,507 +18.2 794,636 821,612 7.2 8.2 
27 Clothing and apparel ............ 11,350 11,495 + 1.3 111,263 115,541 10.2 9.9 
8 Leather tanning ..........cceceee 3,430 2,173 —36.6 44,496 46,891 72 4.6 
BD NINE, EIR cctastsnitnconcobecstingntncocen 13,258 14,568 + 9.9 183,043 188,463 7.2 ta 
28 Total leather products .......... 16,688 16,741 + 0.3 227,539 235,354 7.3 pm | 
21 Rubber products 2... 43,279 42,978 — 0.7 455,589 477,002 9.5 9.0 
33 Lumber 5,093 9,004 +76.8 122,747 118,367 4.1 7.6 
13 Other wood products ............ 6,302 7,668 +21.7 73,051 74,972 8.6 10.2 
46 Total wood products . 11,395 16,672 +46.3 195,798 193,339 5.8 8.6 
74 Paper product ..........sccccssseees 43,729 75,994 +73.8 777,123 788,861 5.6 9.6 
32 Printing and publishing........ 13,175 16,157 +22.6 186,538 183,468 7.1 8.8 
43 Chemicals, industrial, etc.... 203,679 216,036 + 6.1 1,604,707 1,653,411 12.7 13.1 
29 Drugs, BORD, CEC. cccocccccccccssscees 67,959 71,003 + 4. 316,571 326,765 21.5 21.7 
8 Fertilizer 1,777 2,008 +13.0 81,561 81,906 2.2 2.5 
15 Paint and varnish ............000 17,757 17,872 + 0.6 216,498 223,834 8.2 8.0 
95 Total chemical products........ 291,172 306,919 + 5.4 2,219,337 2,285,916 13.1 13.4 
40 Petroleum products .........0.00 230,425 251,955 + 9.3 4,649,261 4,689,854 5.0 5.4 
22 Cement, gypsum, etc. ........... 20,542 19,855 — 3.3 238,426 240,218 8.6 8.3 
47 Other stone, clay and glass.... 52,760 59,854 +13.4 506,852 518,941 10.4 11.5 
69 Total stone, clay, ete. ... 73,302 79,709 + 8.7 745,278 759,159 9.8 10.5 
62 Tron and steel ..........c0csccceees «. 141,848 281,972 +98.8 3,250,368 8,321,559 4.4 8.5 
138 Agricultural implements .... 31,539 62,732 +67.2 617,074 618,840 5.1 8.5 
46 Building equipment ............... 27,407 41,251 +50.5 395,239 395,711 6.9 10.4 
60 Electrical equipment ............. 99,512 144,400 +465.1 920,161 933,979 10.8 15.5 
50 Hardware and tools ...........0 37,024 51,748 +39.8 310,283 316,506 11.9 16.3 
39 Household equipment ............ 13,109 16,580 + 26.5 132,853 135,282 9.9 12.3 
SE I Sinn caccthiscacetdidcncccesscaie 52,669 90,839 +72.5 609,714 624,321 8.6 14.6 
21 Office equipment .........ccccceeseeees 24,441 29,550 +20.9 234,180 237,612 10.4 12.4 
22 Nonferrous Metals ..........ceee0 143,127 180,965 + 26.4 1,673,915 1,709,556 8.6 10.6 
74 Misc. metal products ............ 52,712 62,210 +18.0 528,467 40,830 10.0 11.5 
519 Total metal products ............. 623,388 952,247 +52.8 8,672,254 8,834,196 7.2 10.8 
BB ATCO DICD cccccsccs cccccessscescsccecee 222,509 246,534 +10.8 1,427,275 1,467,499 15.6 16.8 
57 AutO ACCESSOLIES ......cccccceeeee 38,838 56,324 +45.0 309,331 327,296 12.6 17.2 
32 Railway equipment ................. 16,294 42,928 + .... mn 718,278 671,413 2.3 6.4 
30 Aircraft and parts .........000 25,110 61,426 + wee 158,633 184,814 15.8 33.2 
142 Total trans. equip. ............... 302,751 407,212 +34.5 2,613,517 2,651,022 11.6 15.4 
31 Misc. manufacturing ............. 25,905 25,554 — 14 188,215 218,592 13.8 117 
1,495 Total manufacturing ............. 2,095,529 2,628,090 +25.4 25,125,152 25,597,821 8.3 10.3 
29 Coal MINING ........0...cecc0000 il D-3,123* 11,677* +... 557,464 540,282 —=—aseove 2.2 
45 Metal mining 42,755* 38,569* — 9.8 441,645 437,537 9.7 8.8 
42 Oil and gas panteee 15,841* 12,740* —19.6 298,040 297,823 5.3 4.3 
11 Misc. mining, quarrying ........ 11,636* 13,225* +413.7 102,320 102,279 11.4 12.9 
127 Total mining, quarrying........ 67,109* 76,211* +13.6 1,399,469 1,377,871 4.8 5.5 
136 Class 1 railroads ............ses 94,745 191,050 +..... . 12,805,636 12,604,812 0.7 1.5 
34 Traction and DUS .......ccceceeee 3,458 * +15.8 6,457 497,000 0.7 0.8 
10 Shipping 4,289 10,014 +... 103,123 104,166 4.2 9.6 
10) Air tranSport ..........ccccccceeeeee 2,552 4,583 +79.6 24,721 29,096 10.3 15.8 
48 Misc. transportation (a)...... 9,903 9,597 — 3.1 186,791 188,701 5.3 5.1 
238 Total transportation ....... we ane 0eT 219,250 +90.7 13,586,728 13,423,775 0.8 1.6 
104 Electricity, gas, etc. (b)...... 394,239 403,557 + 2.4 5,771,270 5,831,792 6.8 6.9 
33 Telephone and telegraph .... 203,022 226,545 +11.6 2,845,937 2,900,642 7.1 7.8 
137 Total public utilities ........... 597,261 630,102 + 5.5 8,617,207 8,732,434 6.9 7.2 
15 Chain stores—f00d. .........000 19,207 17,268 —10.1 190,379 190,767 10.1 9.1 
47 Chain stores—Other ..cccccooeee $3,271 87,852 — 5.8 708,061 124,444 13.2 12.1 
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PROFITS OF LEADING CORPORATIONS FOR THE YEARS 1939 AND 1940—Continued 












































Net Profits — Net Worth Per Cent 

Years Cent January 1 Return 
No. Industrial Groups 1939 1940 Changet 1939 1940 1939 1940 
30 Department stores .........00 ose » © 14,744 $ 18,919 +28.3 $246,201 $240,806 6.0 7.9 
eee 65,772 J — 7.2 468,314 503,379 14.0 12.1 
45 Misc. and wholesale . 18,680 19,866 + 6.3 283,322 286,179 6.6 6.9 
142 Total trade 211,674 204,970 — 3.2 1,896,277 1,945,575 11.2 10.5 
BS DUUMOUOMIED dcciscsicccisciscsasse scores 34,806 34,865 + 0.2 438,394 455,295 7.9 7.7 
36 Restaurant and hotel ............ D-469 er 83,726 EY seks aaa 
23 Other business services ........ 5,302 6,408 +20.9 95,437 95,534 5.6 6.7 
2D COMBETUCETIOR (6). ..cccccccsccoccosccece 9,291 15,665 +68.6 89,880 92,511 10.3 16.9 
100 Total service & construction 48,930 56,362 +15.2 707,437 726,270 6.9 7.8 
88 Commercial banks .............. «ee 208,518 210,120 + 3.2 2,550,969 2,562,326 8.0 8.2 
89 Insurance companies (4) ...... 86,346 85,451 — 1.0 945,911 989,729 9.1 8.6 
94 Investment companies (e) .... 84,425 84,633 + 0.2 1,459,019 1,442,385 5.8 5.9 
39 Sales finance companies ....... " 55,686 58,027 + 4.2 450,950 456,666 12.3 12.7 
41 Real estate companies ...... ian D-883 D-399 a. 87,619 S0,656 ——iaseore —_ scenes 
351 Total finance 429.092 437,832 + 2.0 5,494,468 5,531,762 7.8 7.9 
2,590 Grand total ...... $3,564,542. $4,252,817 “+193 $56,826,738 $57,335,508 6.3 7.4 








t Increases or decreases of more than 100 per cent not computed. D- Deficit. 


* Before certain charges. 


(a) Includes stockyards, docks, warehousing, pipe lines, etc. (b) Figures refer to shareholders only. Because of 
the large proportion of bonded indebtedness, actual return on the property investment is less than the above. 
(c) Includes shipbuilding. (d) Fire and casualty. Figures represent underwriting gain, and net interest, divi- 
dends and rents earned. (e) Net income shown as reported, not including such profits or losses on investments 
sold as were carried directly to surplus or reserve, nor changes in market value of portfolios. 





$944,000,000, an increase of $576,000,000. The 
increase in taxes, therefore, took 65 per cent of 
the increase in net income. 


Manufacturing and Trade Corporations Reporting 
Income and Excess Profits Taxes of Over 
$1,000,000 Payable on 1940 Net Incomes 


(in Millions of Dollars) 





% of 

Net Income & Increased 

Income Excess Income 

Before Profits Taken 
Taxes Increase Taxes Increase by 

No. Industrial Groups 1940 1939-40 1940 1939-40 Taxes 
Food products $155 $12 $40 $138 108 
Beverages nccecccenenenenenene 73 11 21 9 82 
Tobacco products ...... 108 12 30 10 83 
Rubber products —.... 56 18 20 10 17 
Chemicals, drugs, etc. 347 73 115 69 95 
Petroleum products .. 17 15 18 9 60 


15 

5 

4 

4 

16 

5 

8 Stone, clay & glass... 80 21 26 15 vel 
12 Iron and steel 
8 
17 
11 

7 
30 
12 





Electrical equipment... 233 116 108 15 65 
Ind. & agr. machinery 131 66 47 34 51 
Automobiles and parts 438 185 172 113 84 
Aircraft and parts... 109 
Misc, metal prod. ..... 331 111 


ys ee 93 24 32 19 79 
154 Total mfg. .......... 2,570 869 885 550 63 
Th TR cee 193 14 59 26 486186 


165 Total mfg. & trade... $2,768 $883 $944 $576 65 


NOTES: (1) Table is based on all reports issued to date 
which show income and excess profits taxes of $1,000,000 and 
upwards for 1940. (2) Taxes includes federal income and excess 
profits taxes, plus a relatively small amount of state and foreign 
income taxes, but do not include other federal, state and local 
taxes such as social security taxes, unemployment taxes, excise 
taxes, sales taxes, property taxes, franchise taxes, etc. 


As the table shows, there was wide variation 
among the different groups in the portion of 
increased net income taken by taxes, ranging 
from 32 to 186 per cent. In the case of numerous 
individual companies, the taxes increased more 
than net income before taxes, so that the 
balance after taxes was lower. The summary is 
illustrative of the heavy burden of the new 
taxes and of the substantial contributions of 
corporations towards the financing of national 


defense expenditures, but the group totals 
given are not necessarily typical of results 
throughout the industries represented. 


Change in Profit Margins 


Our next table shows the available salcs 
figures for 900 leading manufacturing corpora- 
tions last year, the net profits after taxes, and 
percentage of profits to sales, with comparative 
percentages for a similar group in 1939. 

This group had aggregate sales of $24,251,- 
000,000 in 1940, and net profits after taxes of 
$1,831,000,000, giving an average rate of 7.5 per 
cent, compared with 6.5 per cent in 1939. About 
two-thirds of the manufacturing groups showed 
at least some increase in profit margins. In 
view of the increases in sales last year ranging 
up to 50 per cent or more, the profit margins 
would undoubtedly have increased more sharp- 
ly but for the rise in taxes. Net profits after 
taxes, as given in the table, include investment 
and miscellaneous income, as well as income 
derived from sales. 

A group of 110 trade companies also sum- 
marized in the table had aggregate sales last 
year of $5,007,000,000, net profits of $194,000,- 
000 and a 3.9 per cent margin of profit, com- 
pared with 4.3 per cent in 1939. All of the 
groups had substantial increases in sales volume 
as compared with 1939. While the department 
store and the “miscellaneous and wholesale” 
groups showed some widening in profit mar- 
gins, the food and other chain store groups 
and the mail order companies (including their 
retail branches) had somewhat lower margins 
because of higher taxes. The group of twelve 
food chains distributed $990,000,000 of mer- 
chandise last year at an average net profit (in- 
cluding investment income, and in some cases 
manufacturing income also) of only 1.4 cents 
per dollar of sales. 
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Net Profit on Sales of Leading Corporations 
in 1989 and 1940 
(In Thousands of ine) 














et % Profit 
Sales Profite* to Sales 
No. Manufacturing 1940 1940 1940 1939 
15 Baking .............008 -- $ 411,888 $ 21,270 6.2 6.2 
12 Dairy products .... 799,628 25,901 38.2 3.8 
15 Meat packing ...... 2,321,090 $1,266 13 1.2 
23 Sugar .......... nahh ota eno 117,536 9,508 81 4.6 
34 Food prod.—misc... 649,007 48,672 7.5 83 
40 Beverages .....s00000 321,889 19,851 6.2 8.5 
16 Tobacco produc 1,025,165 91,350 89 9.1 
30 Cotton goods ......... 314,471 11,705 3.7 2.8 
41 Textile prod.—other 432,476 21,588 5.0 5.0 
16 SHOES .2.......ccsccccesceee 288,146 14,582 6.1 4.7 
17 Rubber products.. 885,392 41,613 4.7 5.3 
36 Paper products .... 392,453 29,142 7.4 6.3 
29 Chemicals _..... sattdiee 702,124 67,340 9.6 8.5 
18 Drugs, soap, etc..... 407,450 62,331 12.8 9.9 
25 Petroleum prod..... 1,285,520 99,947 7.8 7.4 
42 Stone,clay & glass 442,793 38,840 8.8 10.0 
39 Iron and steel...... 3,325,078 269,024 8.1 5.3 
10 Agricul. implemts. 567,613 60,761 8.9 6.1 
25 Bldg. equipment.. 350,197 26,488 7.6 59 
27 Electrical equip... 1,234,254 127,992 10.4 9.4 
23 Household equip... 153,693 12,480 8.1 1.7 
75 Machinery ............ 468,711 45,851 9.8 6.8 
13 Office equipment.. 233,879 23,505 10.1 8.6 
16 Nonferrous metals 899,105 126,783 14.1 13.7 
66 Metal prod.—other 794,259 66,707 84 8.0 
17 Automobiles ........... 2,998,659 247,199 8.2 9.7 
31 Auto equipment.... 386,061 26,096 68 5.7 
19 Railway equip....... 334,719 28,798 86 4.8 
28 Aircraft & parts.. 542,409 70,924 138.1 11.3 
102 Misc. mfg. .......0... 1,165,476 83,333 7.2 6.4 
900 Total mfg. ........ wee 24,250,646 1,830,637 7.5 6.5 
Trade 
12 Chains-—food ........... 989,826 13,932 14 41.7 
40 Chains-other ........ 1,713,569 86,326 5.0 5.7 
25 Department stores 418,009 16,787 40 3.0 
5 Mail order .......... . 1,303,737 61,055 4.7 5.6 
28 Mise. & while......... 582,342 15,546 2.7 2.2 
110 Total trade ........... 5,007,483 198,646 39 4.3 
1010 Total mfg. & trade $29,258,129 $2,024,283 69 6.1 
*Net profit after taxes; including investment and 


miscellaneous income. 


Recovery in Railroad Earnings 

The railroads last year made a record notable 
in several respects. The continued upward 
trend of general business activity, plus heavy 
shipments in connection with national defense, 
resulted in an increase of 9 per cent in freight 
revenues. This traffic was handled without ap- 
preciable congestion or delay, and new high 
records in operating efficiency were attained. 
The average amount of freight carried per 
train, and the average speed of freight trains, 
were the highest ever reached. Freight loco- 
motives made a new high mark in fuel efficiency 
and in daily mileage. Utilization of freight cars 
was greater than ever before, and the number 
of cars in need of repairs was lowest on record. 

This fast and efficient service was made pos- 
sible by the extensive new and improved equip- 
ment in which the railroads have invested dur- 
ing recent years, combined with improvement 
in management and operating practices through 
every department, and by cooperation between 
the railroads and the shippers of freight. There 
has been particularly close cooperation between 
the railroads and the Office of Production Man- 
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agement, War and Navy Departments, toward 
facilitating the loading, movement and unload- 
ing of freight. 

Although the level of railroad freight traffic 
in 1940 was still substantially below that of the 
peak year 1929, it would appear that the long- 
term trend of traffic diversion from the rail- 
roads to motor trucks and other competing 
agencies has slowed down during the past few 
years. 


INOUSTRIAL 


FREIGHT 
REVENUES 





Freight and Passenger Revenues of All Class 1 Rail- 
roads and the Federal Reserve Index of 
Industrial Production. 1926 = 100. 


It will be seen that passenger revenues de- 
clined more during the depression than did 
freight revenues, and have recovered less. Last 
year total passenger revenues increased only 
1/10 of one per cent over 1939, despite the rise 
in general business. Passenger revenues repre- 
sented less than one-tenth of total operating 
revenues last year, which was the lowest pro- 
portion since official records were begun fifty 
years ago. 

The long-term diversion of railroad passenger 
traffic — with the exception of suburban com- 
muter traffic—to private automobiles, motor 
buses and air lines apparently continued with 
little abatement last year. In contrast with the 
lack of recovery in railroad passenger revenues, 
a group of ten air transport companies in- 
creased operating revenues 36 per cent. There 
were in fact but a half-dozen railroads with 
passenger revenues last year as large as those 
of the leading domestic air line. 

Although the increase in railroad freight 
revenues was offset to substantial extent by 
increases in transportation and maintenance 
expenses and in taxes, there was a 16 per cent 
increase in net railway operating income. The 
latter for the class 1 systems reached $682,000,- 
000, which was the best since 1930 and repre- 
sented an average return of 2.6 per cent on 
property investment. After payment of interest 
charges, the net income available for preferred 
and common stocks for surplus rose from $95,- 
000,000 in 1939 to $191,000,000 in 1940. Despite 
this doubling of net income, the average return 
upon book value of outstanding capital stock 
and surplus account, aggregating over $12,- 
600,000,000, amounted to but 1.5 per cent in 














1940, against 0.7 per cent in 1939. Excluding 
the railroads which are in the hands of receivers 
or trustees, however, and which operate about 
one-third of the total railway mileage, the return 
shown by other leading systems would be con- 
siderably higher than the combined averages 
given. 

The upward trend in railway gross and net 
earnings has continued strongly this year and 
first quarter results promise to be the best in 
a decade. Further gains for the second quarter 
are indicated by the estimates of traffic by the 
thirteen regional Shippers’ Advisory Boards, 
all of which expect increases over the relatively 
high levels of the second quarter last year. 
Such marked improvement in the activity and 
earnings of the railroads has been reflected in 
the market prices of railroad securities, and has 
created more favorable conditions for a number 
of systems whose reorganizations was com- 
pleted last year or is now pending. 

Another effect has been the railroads’ return 
to their traditional position as large purchasers 
of fuel, equipment and supplies. In 1940 there 
were sharp increases over 1939 in the purchase 
of new locomotives, freight cars, heavier rail, 
ballast, signal and machine shop equipment. 
Total expenditures by the class 1 systems on 
equipment and other improvements to railroad 
property were $429,000,000, an increase of 
$167,000,000 over 1939. 


Public Utility Earnings, Taxes and Rates 

A group of 104 leading systems supplying 
electric light and power, gas and other services, 
had gross operating revenues last year of 
$2,244,000,000, up 5.5 per cent from 1939. Be- 
cause of increased operating expenses and 
taxes, however, the net operating income (be- 
fore interest) was practically unchanged. Re- 
funding operations brought some decline in 
interest payments, at the expense of bondhold- 
ers, and resulted in an increase of 2 per cent in 


net income. 
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Edison Electric Institute. 
Public utility taxes have risen steadily and 
last year reached a new high of 16.7 per cent 
of total revenues. Most of the leading systems 
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have been able to absorb this constantly rising 
tax burden and still maintain their high invest- 
ment rating because of the growth in consump- 
tion of their services by the electrification of 
industry and the household, stimulated by <n 
aggressive marketing policy, rate reductions, 
and by the addition of new customers. This has 
required large additional investments of capital 
for the building of new central station plants 
and for expansion of other facilities. 

How much longer the utilities can keep 
ahead of the rising tide of taxes, however, and 
at the same time continue to reduce rates, has 
become a debatable question. It is significant 
that in the last annual report of the Public 
Service Commission of the State of New York, 
submitted recently to Governor Lehman and 
to the Legislature, attention was called to the 
fact that the tax burden of the electric and gas 
utilities in New York City had increased by 
189 per cent between 1925 and 1939, while 
annual revenues increased only 34 per cent. 
The ratio of taxes to revenues rose from 8.5 
per cent in 1925 to 18.3 per cent in 1939 (and in 
the case of some electric companies to 23 per 
cent). In commenting upon these changes, the 
report states: 

During the last ten years, the Public Service Com- 
mission has maintained an aggressive policy designed 
to reduce rates and charges of utilities under its juris- 
diction. In the aggregate, these reductions over the 
ten years since 1930 have saved utility consumers ap- 
proximately $375,000,000. The commission’s efforts in 
this respect have not diminished, yet in recent years 
the task has become progressively more difficult due 
to the mounting burden of taxation upon utilities. 

A point has now been reached where the question 
of rate reductions depends to a large extent upon the 
taxes utilities under the commission’s jurisdiction 
must pay annually. The time-worn adage that one 
cannot eat his cake and have it is still true and applies 
with equal logic to attempts to increase taxes upon 
utilities while at the same time demanding that rates 
be reduced in order to benefit consumers. 

Total taxes upon the American Telephone 
& Telegraph System amounted to $187,000,- 
000 last year, — a new high, and equal to about 
$11 for every telephone in service. 


Financial Corporation Earnings 


Earnings of a group of leading commercial 
banks and trust companies showed a slight 
increase in net profits last year, due to a some- 
what larger volume of loans outstanding and 
larger service charges on deposit accounts, off- 
set in part by higher operating expenses and 
taxes, and to smaller reserves against losses 
on loans and depreciation of securities. 

Net earnings of the insurance company and 
investment trust groups in 1940 (not includirg 
changes in the market value of portfolio invest- 
ments) were around the same level as in 1939. 
Sales finance companies, despite a reduction 
in average rates of interest charged, had a 
moderate increase in net profit because of an 
expansion of 31 per cent in the volume of in- 
stalment paper purchased. 
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MERICAN BUSINESS — most important client of 
The National City Bank of New York, can use our 27- 
year accumulation of practical experience in the Latin- 
American field. Our 42 branches “south of the border” — 
the first established in Buenos Aires in 1914—are thoroughly 
familiar with local banking and industrial conditions. They 
are prepared to help AMERICAN BusINEss bridge the differ- 
ences of race and language, and to interpret complicated 


banking laws, exchange and customs regulations. 


At our Head Office a special group of National City 
officials with many years of experience in the field, is ex- 
clusively engaged in handling Latin-American relationships 
for AMERICAN Business. You are invited to call upon 


them for consultation and guidance. 


THE NATIONAL CITY BANK OF NEW YORK 


HEAD OFFICE: 565 WALL STREET 70 BRANCHES IN GREATER NEW YORK 


These international “trade embassies” in Latin America are at the disposal of American banks and 
business through our Head Office in New York or through Correspondent Banks the country over. 
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